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Abstract 
 
Innovation, both technological and organisational, has become the top national 
priority in generating strong industrial development in order to stimulate economic 
development and strengthen competitiveness. From this perspective, it is crucial to 
identify how various aspects of business management in practice are responding to 
the challenge of supporting innovation. One crucial aspect under scrutiny lately has 
been the role of human resource management (HRM) in effectively building the 
capacity of organisations to innovate through motivation and learning. Recent 
research has found a positive relationship among HRM policies, innovation and 
industrial performance. This important relationship has been often mentioned, but 
without any clear theoretical framework or empirical evidence to identify the type of 
HRM strategies that support innovation. 
 
The aim of this paper is to examine the Australian situation with regard to HRM 
strategies and their support (or lack thereof) for innovation during the 2000s boom 
years prior to the recent “Great Recession”. This is done by comparing two distinct 
HRM systems and strategies implemented in Australia. One is centred around 
deregulation, the other is centred around regulation. A theoretical framework is 
developed based on the capability of firms to innovate and how it is strictly related to 
their ability to substitute between labour inputs, within these two strategies. This 
framework then provides the basis for examining HRM practices and industrial 
relations systems in order to identify the difference between the learning practices 
that are common to successful innovation, and the ones that hamper innovation.   
 
The focus of the paper is on the input of innovative individuals. For it is individuals 
who learn within a frame of reference created by their education and by their social 
and organisational systems of rewards. The paper will show how through HRM 
strategies, the process of learning can lead to innovation, but it can also hinder 
innovation. It is crucial that societies invest in practices that foster and maintain the 
individual’s motivation to innovate and ability to generate new knowledge.  
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Introduction 
Innovation can be defined as the creative application of knowledge in a new form to 
increase the set of techniques and products commercially available in the economy. 
Innovation can be social, institutional, organisational as well as technological. 
Innovation is ‘continuous’ or ‘radical’ according to the types of changes that are 
brought about. It can be ‘soft’ through changes in business processes or ‘hard’ 
through technical change, and each needs the other for support (Davila et al. 2006, 
30). Hard innovation (e.g. Research and Development) generally requires greater 
capital funds than soft.. Innovation is also considered a cultural factor embedded in 
organisations and their people (Gemünden et al. 2007; Lee and Na 1994).  
Innovation reflects a process of transformation of knowledge; given the 
existing ways of innovating, this process converts new knowledge into new products 
and services (Audretsch 2006); and in doing so, innovation creates value and 
increases efficiency (Kodama 2007; Mytelka 2004). The Australian Department of 
Industry, Tourism and Resources, for example, defines innovation in the following 
way: “Innovation is about ideas and the transformation of those ideas into value 
creating outcomes – into products, processes and services… Innovation is about the 
creation of new knowledge, and the use of that knowledge.”1 The Australian Bureau 
of Statistics (ABS) defines innovation as “the process of developing, introducing and 
implementing a new or significantly improved good or service or a new or 
significantly improved process” (ABS Themes 2007). Innovation is also considered 
an output of production, which is implemented at stages: “a stage of inputs, such as 
R&D (Research and Development), a stage of throughput, such as co-operation, and 
output, such as innovations” (Klomp 2001, 2).  
In this paper, the concept of innovation is explored within the field of 
organisational innovation. Innovation in the workplace involves the implementation 
of new methods for distributing responsibilities and decision making among 
employees (OECD 2005)2. Therefore, organisational innovation reflects a 
functionally flexible division of labour. Within this definition, an example of 
organisational innovation in the workplace is the implementation of activities that 
increase employees’ autonomy in decision making. These activities encourage 
flexible workers to contribute their ideas.  
                                                
Innovation from functionally flexible labour reflects an intertwined process of 
adaptation and change that arises from a complex interaction between individuals, the 
organisation and the firm’s operating environment. If innovation is viewed from a 
functionally flexible labour point of view, innovation becomes an embedded factor in 
the culture of the organisation. It is learned and transmitted with norms and habits of 
behaviour.  
In general, and in human resource management (HRM) in particular, attention 
is given to the division of labour as functionally flexible, but little attention is given to 
the role of learning habits in the process of innovating. This discrepancy overlooks an 
important influence on the organisational capacity to be innovative, as individuals 
learn habits, and habits can both maintain or hinder innovation. For the purpose of this 
paper, innovation stems from functionally flexible labour which is highly skilled and 
highly committed (Cavagnoli 2008). If innovation stems from highly skilled and 
highly committed people, then innovation can be defined as a norm to be learned. If 
 
1 See website: http://www.innovation.gov.au/niw/Innovation%20Policy/Pages?What%is%20Innovation 
2 OECD 2005. The Measurement of Scientific and Technological Activities: Guidelines for Collecting 
and Interpreting Innovation Data: Oslo Manual, Third Edition. Paper prepared by the Working Party of 
National Experts on Scientific and Technology Indicators, Paris, OECD. 
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the purpose to innovate is a learned norm, the belief of what and how to innovate, is a 
joint output of many variables, such as the employees’ level of education, workplace 
training, the type of organisational feed-back mechanism, the degree of importance 
given to social and financial rewards, and the input of innovative leaders (as 
motivators). These inputs provide a learning culture to be innovative. It refers to a 
common purpose, a common belief in the workplace, which is to be innovative.  
This is a novel interpretation of innovation. If innovation is viewed in these 
terms then it is the process of learning of individuals and firms that fosters and 
maintains innovation in the long term; whether innovations are viewed as a new 
product, a new process, a new movement, a new organisation or a new source of raw 
materials. There is no academic literature on innovation that investigates how to foster 
and maintain the capabilities of individuals to be innovative as an important 
determinant of innovation. This research identifies this gap, and it argues that if the 
fostering of the individual’s psychological motivation (or habit) to innovate is not 
accounted for, HRM practices can create habits of learning that hamper innovation in 
the long term.  
Recently, a proposed framework of analysis for innovation emphasised the 
importance of ‘situational conditioning’ of individuals in determining a ‘continuous’ 
or a ‘radical’ type of innovation (Courvisanos 2007). The argument stemming from 
this framework is that political and social systems, within which innovative 
individuals and firms operate are fundamental in shaping the outcomes of innovation, 
but most importantly in making innovation possible.  
This paper takes this argument a step further. It investigates how the 
workplace social and organisational norms influence the process of learning to be 
innovative. For firms to be innovative, decisions about staffing, division of labour, 
supervisors and job creation, training and job responsibilities, must consider how 
these decisions influence the types of activities that affect the system of rewards. This 
in turn influences the workplace culture and the motivation of highly skilled 
individuals to innovate. This paper is divided into the following four sections: the next 
section outlines the two HRM strategies, and then the types of rewards from these 
strategies that foster and hinder commitment to innovation are specified. Innovation in 
Australia with its HRM system is then provided as a background, to understand the 
stress impacts of HRM systems in encouraging innovation. A theoretical framework is 
provided to analyse and discuss these strategies, to which a conclusion evolves. 
 
Innovation and Management 
The innovation management literature recognises that in order to discover new 
products, processes or ideas, the workplace requires persons who commit themselves 
with enthusiasm and self-motivation (Gemünden et al. 2007). Studies on the roles and 
the characteristics associated with these ‘innovators’ focus specifically on the 
influence that they have on the organisational ‘spirit’ to innovate via the strategy of 
deregulation. Deregulation of the workplace and increased flexibility are fundamental 
in increasing both commitment and performance (Daft 2001; Laschinger et al. 2001). 
Commitment and flexibility, in turn facilitate the social influence of innovators in the 
culture of the organisation (Schon 1963; Markham 1998, 2000; Howell et al. 2005; 
Allen 1970 and 1977; Tushman and Nadler 1986; Domsch and Gerpott 1989).  
Hage (1999, 603), for example, recognises that teamwork, in which employees 
are responsible for quality control and performance has a “multiplier effect” on the 
amount of innovation produced. Decentralisation of authority and teamwork in 
particular, positively affects innovative thinking. The motivation to innovate reflects 
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the ‘spirit’ of the innovative business; and it evolves around the characteristics of the 
innovative entrepreneur (Gemünden, et al. 2007; Lee and Na 1994). Innovative 
leaders have personal characteristics and skills capable of charismatically influencing 
colleagues and stakeholders in their decisions. They create a degree of tolerance to 
risk; in doing so, they influence the common beliefs of what and how to innovate. 
However, there are different types of innovation.  
There is another HRM strategy based on regulation. Hard innovation, or 
organised R&D, is fostered primarily in regulated, centralised organisational HRM 
systems. These systems promote activities that are science-based, and are 
characterised by strategic investments in high-risk/high-return radical innovation 
(Ettlie and Rubenstein 1987), or low-risk/low-return incremental innovation (Chiesa 
2001). Soft innovation, on the other hand, has developed in deregulated and more 
flexible environments. Innovation is ‘soft’ when promoted with activities aimed at 
exchanging information between firms, high skilled employees (engineers), 
‘specialised suppliers’, and the final users (Fagerberg et al. 2005). These types of 
innovations are consistent with both: i) in-house innovation strategies, where 
decentralised work is organised to support high levels of discretion in solving complex 
problems (deregulated); and ii) supplier-dominated innovation strategy, typical of 
regulated systems, where little discretion is left to the employee (Arundel et al. 2007). 
Decentralised systems emerge from deregulated strategies, while centralised 
systems emerge from regulated strategies. These two different strategies foster 
specific types of innovation; they seem to be mutually exclusive: what is fostered in 
one system is not fostered in the other system. If innovation is a process of adaptation, 
these systems taken singularly, cannot maintain innovation in the long term. They 
limit the opportunities to innovate in terms of the degree of control and discretion 
when assessing the riskiness of projects (Mansfield 1968, 62; Reeves 1958).  
What is common is that in both systems there is very little protection to the 
risk of failure (Gerschenkron, 1962; Rosenberg 1994). In both systems innovation 
requires financing, and in both systems, success reflects the willingness to let projects 
fail. If innovation is defined in terms of scientific knowledge (as it is currently 
defined), and if scientific knowledge (R&D) is fostered primarily in regulated 
systems, then the opportunity to invest, the availability of information, the willingness 
to invest, and the degree of control and discretion on the types of investments are 
limited to this definition. On the other hand, if innovation is defined in terms of ‘soft’ 
innovation, in deregulated systems, then the degree of control and discretion on the 
types of investments are still limited to this definition.  
In centralised and regulated systems innovation is funded primarily by the 
government. In decentralised systems, projects are financed by many financial 
institutions. Financing requires that the assessment of the risks associated with new 
projects (Holmstrom 1989) comply with the expectations of central governance 
(centralised systems) or of stakeholders (decentralised systems) (Hayek 1945; 
Berliner 1976; Kornai 1980; Deardon et al. 1990). 
There is, thus, a similarity between centralised and decentralised systems. In 
order to gain financial support, management and potential innovators need to comply 
with directives on how to measure the ‘riskiness’ of projects. From the literature, it 
seems that innovation is considered risky in two ways. First, it is risky, and so 
financially costly, because often there is no knowledge ‘a priori’ about the possible 
outcomes; and second, it is risky because of the commonsense approach applied to 
decision making when information is limited. This paper argues this ‘common sense’ 
approach reflects the values and the beliefs that are common to the organisation. They 
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can be too conservative and risk averse, but they can also be too avant-garde and 
speculative. Both create two very different cultures, but both create stability and 
reluctance to change. The common sense approach, therefore, reflects the beliefs 
about riskiness of projects in two very different workplace cultures. However, both, if 
investigated singularly, hamper innovation in the long term.  
Innovative projects can be considered too risky simply on the basis of what is 
believed to deliver ‘stability’ of outcomes. The common sense beliefs of how and 
what to innovate affect the view of what can or cannot be changed and hence, 
invested upon. The problem of the ‘a priori’ knowledge can be overcome by 
connecting firms with external suppliers of information, such as universities, 
scientists, and final consumers. This is process of networking and information 
sharing, which decreases the probability of failure. However, the problem of 
overcoming the common sense approach to risk assessment is more difficult to 
overcome. The obvious option is for firms to seek the services of innovative 
entrepreneurs. This is precisely what recent management studies are investigating. 
Large corporations are seeking to innovate by employing innovative business leaders 
(Danison and Mishra, 1995; Gemünden et al. 2007). Innovative leaders possess the 
skills that foster the commitment of companies and individuals to be innovative and to 
innovate. Innovative entrepreneurs are able to motivate the internal workforce to be 
innovative; they influence the work culture in order to accept challenges and risks; 
they create a degree of tolerance to risk both within the workplace and amongst 
stakeholders. Innovative entrepreneurs have the ability to influence the tolerance to 
risk, and the priorities of what and how to innovate. To discover new products, 
processes or ideas, the workplace demands skills that are common to highly 
committed workers; but these skills need to be maintained in order to promote the 
motivation to innovate in the long term. The commitment of individuals and of firms 
to innovate depends on the degree of management control and the types of activities 
promoted (Danison and Mishra 1995; Kerr and Slocum 2005). 
 
Rewards, Learning and the Motivation to Innovate 
In management literature, commitment is defined as a non-instrumental attraction to, 
and identification with, the goals and values of the organisation. Commitment 
responds to the non-instrumental system of rewards (Gaertner and Nollen, 2005). 
These rewards range across from security, esteem, opportunities, autonomy, the 
demands of work (workload, pace), the control of work (autonomy, learning, 
participation); to the general conditions of living within and outside the workplace 
(Benavides et al., 2002;    Kuper et al. 2002). 
The culture of the organisation influences significantly the system of rewards 
and so, the commitment to innovate (Danison and Mishra, 1995; Kerr and Slocum, 
2005). This suggests that the needs for self-esteem and belongingness can only be 
satisfied if these organisational values are matched. Organisational needs, however, 
can differ greatly from the needs of innovative individuals. While it is widely 
accepted that commitment responds to non-pecuniary rewards, and that these rewards 
satisfy the needs for self-esteem and acceptance (Amabile 1997), less emphasis is 
placed on the fact that human behaviour is primarily drawn by these rewards, and that 
in order to guide commitment to specific types of activities, the incentives do not need 
to be pecuniary, but they depend crucially on management prerogatives. 
Rewards, therefore, play an important role in eliciting the motivation to 
innovate. The innovation management literature recognises that innovation in the 
workplace requires persons who commit themselves with enthusiasm and self-
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motivation. Innovation requires great cognitive demands and a highly sophisticated 
work environment. However, rewards alter the processes by which people control 
their thoughts, feelings, and behaviours, just like coercion does (Deci and Ryan 1985; 
1987; 1999). In particular, rewards which satisfy the needs for self-esteem and 
belongingness, or the non-pecuniary or ‘immaterial’, have great power over human 
behaviour. They affect the willingness to commit to various activities.   
The functional characteristics of labour are analysed by various managerial 
theories. Depending on the long term goals of the organisation, management practices 
are selected to achieve a specific type of innovation.  Management studies, generally 
emphasise both a supervisory and a supportive role of management, but policies are 
primarily focused on increasing organisational performance and commitment 
(Spreitzer 1995; Piore and Sabel 1984; Walton 1985, Mathews 1989; Burgess and 
Macdonald 1990; Fieldes and Bramble 1992; Campbell 1993; Atkinson and Gregory 
1986; Bray et al. 2005), but not innovation.  
Management priorities that support high performance work practices require 
deregulation of the workplace. Various strategies are implemented to increase job 
satisfaction, from decreasing stress with alternative co-opting strategies (Bartram et 
al. 2006), to empowering employees via ‘transformational’ leadership skills (Bordin 
et al. 2007; Bartram and Casimir 2007), to promoting a constant interaction amongst 
members in fostering similarity of beliefs and perceptions (Hambrick 1994). These 
high performance work practices in turn trigger innovation (Colombo et al. 2007); but 
they do not aim at specifically promote innovation.  
In Australia, for example, workplace flexibility and deregulation began to 
slowly develop under the regulated award structure that began to be restructured from 
the late 1980s. This process of award restructuring was revamped and further 
deregulated in 1996. Finally in 2005, WorkChoices was introduced with a strong 
emphasis on employers’ prerogatives, which affected the way flexibility at work was 
fostered (Fetter and Mitchell 2004; Burgess and Campbell 1998; Campbell 2002; 
Peetz et al. 2003; Alexander et al. 2008). Job classifications, for example, were 
reduced, work tasks defined very broadly, and the definitions and guidelines for 
employees’ training became very unclear3. The process of labour market and work 
place deregulation, therefore, can bring about increased employees’ work 
participation, challenging tasks, autonomy and a more flexible division of labour. On 
the other hand it can also bring less training, longer hours of work, and higher levels 
of employee stress.  
The commitment to innovate, responds to a corollary of environmental factors, 
such as training, work participation, health and safety, information, challenging tasks 
and autonomy; they are part of the culture of the workplace. These factors can make 
the work experience a continuous psychological growth, a place for creativity and 
individuality which improves technological change and which promotes innovation. It 
could be argued that, even with high performance management policies, within this 
                                                 
3 Recent research suggests that unless employees are engaged in senior positions, they are unlikely to 
have a say over their work (Bray et al. 2005, 252). Furthermore, the amount of on-the-job training had 
not changed since the 1980s (Borland et al. 1992; Pickersgill and Arkovska 2000). What is also 
important is the nature, or the reasons why training should be implemented. In Australia the evidence is 
of limited and clustered practices, but greater training is associated with functional flexibility, or high-
skilled and high-committed labour (Harley 1995; Hall 2002).  
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type of work environment of limited training and long hours of work, the workplace 
culture reflects an imbalance of rewards.  
Training and complexity of tasks are specific types of rewards. In particular, 
these rewards refer to career opportunities and to control of the pace of work. Both 
affect the employees’ sense of self-esteem (as well as his/her pecuniary 
compensation). A lack of training and/or an overexposure to complexity of tasks 
create stress, and both limit innovation. Stress, in particular, negatively affects the 
individual’s ability to plan and to commit to work in the long term (Schabracq et al. 
2003; Benavides et al. 2002; Wickens and Hollands 2000, 485; Kuper et al. 2002)4.  
Stress can be seen to impact both negatively as well as positively on the learning 
experiences to innovate. The length of exposure to each type of stress affects the 
individual’s (and workplace) innovative thinking and habits of behaviour. Therefore, 
HRM policies need to maintain positive stress, but also to limit hours of complex 
work, to sustain flexible and innovative habits of thoughts to be innovative in the long 
term. 
 
Innovation in Australia 
In Australia expenditures on R&D have increased in the last 10 years. As shown in 
Figure 1, since 1996-97 gross expenditure on R&D (GERD) has increased by an 
average of 9.9% per year.  
 
Figure 1: Gross Expenditure on R&D 
 
 
Source: ABS Cat. 8112.0 - Research and Experimental Development, All Sector Summary, Australia, 
2004-05, 2006 
 
However, as a proportion of gross domestic product (GDP), Australia’s 
GERD/GDP ratio remains below the OECD average of 2.26%. In a recent report on 
innovation patterns amongst Australian businesses, innovation is seen as being “based 
on learning and the creation of knowledge about things such as product characteristics 
and performance, market needs, and production technologies”. For statistical 
purposes, ABS divides innovation into three categories: goods and/or services, 
organisational process, and organisational/managerial. In Australia, a business is 
considered innovative if it implements changes at least in one of these three 
                                                 
4 Stress is usually of two types: “good stress” or “eustress”, and “bad stress”, or “distress” (Selye 1956; 
Le Fevre et al. 2003). Eustress is associated with feelings of job satisfaction. It increases the 
commitment to strive at work. Distress, on the other hand, represents feelings of ‘time pressure’, 
overwork, and not coping. Individuals respond to stress in the same manner. They seek to balance the 
amount of work demands with internal ‘positive’ responses. Therefore, they seek to match complexity 
of tasks (i.e. multi-tasks jobs), where great cognitive input is required, with feelings of job satisfaction. 
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categories. As Figure 2 shows, in 2001-2003 only 35% of Australian businesses 
undertook any one or more of these forms of innovation activity. Innovation in goods 
and/or services is reported as significantly lower (at 16%) than both operational 
process innovation and organisational/managerial innovation, which are more than 
20%.  
 
Figure 2: Proportion of Businesses Innovating in Australia, 2001-2003 
 
Source: ABS, cat. 8163.0, 2006 
 
Figure 3 shows that that eight of the twelve ABS classified Australian 
industries reached or exceeded the national average in organisational innovation in 
2001-2003. Property & business services industry was only slightly below at 20%, 
while mining, retail, tourism related industries all were significantly below the 
average.,  
 
Figure 3: Proportion of Businesses Undertaking Organisational 
Innovation by Industry in Australia, 2001-2003 
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Source: ABS, cat. 8163.0, 2006 
 
  
The data on the proportion of businesses innovating overall by employment 
size in Australia (see Figure 4) shows this rises steadily with the increase in 
employment size. This indicates that size does matter when it comes to 
innovation. 
 
Figure 4: Proportion of Businesses Innovating by Employment Size in 
Australia, 2001-2003 
 
Source: ABS, cat. 8163.0, 2006 
 
Figure 5: Proportion of Businesses Innovating Compared to Expenditure 
on Innovation by Industry in Australia, 2001-2003 
 
 
Source: ABS, cat. 8163.0, 2006 
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Figure 5 shows the statistics on innovation and R&D expenditures by 
innovators and industry. What emerges is that most innovation has happened in 
manufacturing, communication, wholesale trade, property, and finance industries, 
primarily at the managerial and organisational level, rather than in the ‘hard’ field of 
new goods and products (as seen from Figure 2). Also, all these industries with strong 
organisational innovation have proportionally expended a large amount on innovation 
compared to their total business expenses. Only utilities, construction and cultural 
industries have relatively low innovation expenditure despite strong organisational 
innovation. 
Table 1 shows the number of human resources devoted to R&D in 2004-05 
increased by 11.4% compared to 2002-03. ‘PYE’ is equal to a “full time employee 
whose time is wholly devoted to R&D for the whole year” (ABS cat. 8104.0; 2005-6). 
Table 1: Human Resources Devoted to R&D, by Australian Sector  
  1996-97 1998-99 2000-01 2002-03 2004-05 
  PYE PYE PYE PYE PYE 
Business  26 412 25 109 28 391 r35 939 41 656 
Government    
 Commonwealth  10 377 9 353 9 565 10 185 9 335 
 State/territory  8 813 9 069 8 587 8 357 7 654 
 Total  19 190 18 422 18 152 18 541 16 989 
Higher education  42 739 45 502 46 287 49 612 56 809 
Private non-profit  2 351 2 551 2 791 3 117 3 930 
Total  90 692 91 583 95 621 r107 209 119 384 
  
 
Source: ABS cat. 8104.0; 2005-6 
 
Figure 6: Novelty of Operational Process Innovation, 2001–2003 
 
 
Source: ABS, cat. 8163.0, 2006 
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Figure 6 indicates that Australia follows what in other parts of the world is 
already a well known type of innovation in operational and management practices, 
which means that Australia is following a process of standardisation of systems and 
integration of work cultures using increasingly deregulated strategies. HRM practices 
are an important force in implementing innovation. It is also important to discuss what 
innovation means for the individual motivation to innovate. High wages and high 
education are the elements which, ‘ceteris paribus’, should lead to an efficient process 
of innovation. However, in Australia, a phenomenon of the last 20 years is the growth 
of ‘very long hours’ of work, especially amongst high-skilled labour that 
accompanied the increasing deregulation of the HRM system. The effects on stress 
will be investigated in the next section. 
 
Stress of Working Longer Hours 
The phenomenon of strong growth in very long hours of work by high-skilled labour, 
when wages and education have grown very strongly too, seems to be at odds with the 
mainstream neoclassical view that ‘ceteris paribus’ there should be more hours in 
leisure for every increase in the wage rate. This has been the theoretical basis for 
increasing deregulatory HRM strategies. However, the Australian statistics reveal that 
this is not the case. 
With the economy moving towards the peak of the a huge economic boom 
prior to “The Great Recession” of 2008-2009, Australia from 2001 to 2007, 
experienced steadily increasing work in evenings, public holidays and weekends. By 
2005-06, managers and administrators had the highest average weekly usual hours for 
full-time employed men (51.0 hours per week) and women (46.3), followed by 
associate professionals (47.3 and 43.6) (ABS, cat. 1301.0, 2007). While their earnings 
were impressive, these same employees showed dissatisfaction with their workloads. 
Many full-time workers indicated they wanted to work fewer hours. In particular, 
36% of managers wanted to work fewer hours. As 71% of them claimed control over 
their working hours, something was preventing the 36% to work fewer hours. This is 
the reason why it is important to consider the psychological aspect of the motivation 
to be innovative, and how the organisational structure affects this motivation. 
Recent psychological studies reveal that changes in the organisation of work 
led to increasing demands on staff. When the volume of work increases and is there is 
not enough time to meet the deadline at work, many workers take work home. Flexi-
time makes it difficult to get time off work. There is also a high degree of ambiguity 
and conflict in the role high-skilled workers performs. Role ambiguity leads to unclear 
expectations and lack of good feedback. Role conflict means doing work that is not 
appropriate to the role and little authority. Deregulatory changes to the organisational 
structure creates a climate with no sense of belongingness, which if together with the 
‘politics’ of the workplace; then poor communication, lack of control and lack of 
consultation, lead to dissatisfaction and stress. 
Stress represents 30-40% of all sickness absence from work, and is attributable 
to mental and emotional disturbance, which leads to millions of working days lost to 
the nation’s economy. In the USA, for example, stress costs refer to decreased 
productivity and lost employment (Cooper, 2007). A study in the UK on stress in 
male and female graduate managers (Davidson et al. 1995), found that compared to 
white-collar workers, management graduates (male and female) reported higher levels 
of job satisfaction but greater pressure to achieve career goals. Stress from over-work 
has been an issue for almost 20 years. Overtime and extended work shifts, have been 
linked to weight gain, use of alcohol, decreased cognitive performance, injuries, poor 
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health behaviors, and depression. Overtime workers make more hospital visits and 
hospital stays, more medical tests, over use nurses, physiotherapists, psychologists 
and they spend more on prescription drugs. In Canada, for example, the increased 
number of trips to the doctor cost the nation about $425 million per year (Duxbury 
and Higgins, 2008). 
Work demands impact on the decision to have a family, on the costs of having 
children, and on the ability to sustain a family life. Working parents spend more on 
kids’ toys and services. They feel guilty for not sharing time with their families. Lack 
of time for leisure is associated with lower fertility rates, and lower rates of marriages. 
If the rates were to continue at the same level as in the early 2000s, for example, 31% 
of men and 26% of women would never marry. At the same time, the probability of 
marriages ending in divorce would increase (ABS, cat. 1301.0).  
 
The Theoretical Framework 
The process of innovation is currently analysed within a ‘spectrum’ of two extremes. 
Innovation evolves as a ‘continuous’ or a ‘radical’ type, depending on the ‘situational 
conditioning’ of individuals. Continuous innovation is the result of small, but 
nevertheless important, changes within the system, while a ‘radical’ type of 
innovation brings about a ‘disruptive’, but necessary, changes of the pre-existing 
system (Courvisanos 2007). However, HRM and workplace policies influence the 
process of assimilation and processing of rewards. They influence the culture of the 
organisation. Individuals form a “frame of reference” (Tversky and Kahneman, (1993 
[1990]). The frame of reference within which individuals learn to prioritise actions is 
of particular importance. There are two types of reference frames: inertial and non-
inertial. An inertial frame of reference reflects a linear process of learning. In this 
instance, habitual behaviour reflects a time economising process on decision making 
(Becker 1996). A non-inertial frame of reference, on the other hand, reflects a more 
complex process of learning, which is non-linear. In this instance habitual behaviour 
is reinforced by social ethical beliefs. It reflects “a means by which social conventions 
and institutions are formed and preserved” (Hodgson et al. 2004, 36).  
This cognitive and moral frame is important in order to balance external 
stimuli (work demands and rewards) with the internal (to the individual) rewards; and 
with it, the individual’s psychological motivation to innovate. Greater stimuli may 
require a ‘stretching’ of this frame, which leads to distress. It means that if there is an 
imbalance between high-cognitive demands (eustress), and low intrinsic rewards 
(feelings of overwork, distress) In the long term, commitment and creativity are 
hampered. 
The framework in Figure 7 encapsulates all types of innovation within and 
between extreme systems. The extremes reflect a ‘stable’ controlled system of risk. 
The extremes represent specialised but ‘fixed’ or stable workplace norms and 
regulations. Innovation and its investments are guided by ‘centralised’ organisational 
directives on the left, and by decentralised ‘stakeholders’ objectives, on the right. 
While regulations are formal and explicit on the left (highly centralised and 
regulated), implicit and informal norms regulate the right extreme (highly 
decentralised and deregulated).  
 
Discussion 
The framework categorises types of rewards by social and/or organisational systems. 
Two extreme types of organisational systems arise out of regulatory and deregulatory 
strategies that highly affect the beliefs and the expectations (the non-deliberative   
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Figure 7: Innovation Framework – The Two Strategies of Regulation and Deregulation  
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characteristic) of the organisational learning and habits of behaviour. Therefore, what 
determines the purpose of organisational policies, determines innovation. If the 
common purpose is to avoid risk in order to comply with central governance’s or with 
stakeholders’ directives, then organisational policies and investments are targeted to 
what is considered to be risky. Expectations are created; but, organisational learning is 
adaptive. If organisational objectives do not include the fostering of innovative 
capabilities, the expectations created are limited to the common sense approach to risk 
assessment. For innovation to take place it requires more commitment and greater 
motivation of single individuals to overcome these expectations. The extremes 
represent an overexposure to specific types of rewards, which create non-adaptive 
expectations, fixed habits, and hence hamper innovation in the long term. The 
extremes represent an overexposure to specific types of rewards, which create non-
adaptive expectations, fixed habits, and hence hamper innovation in the long term. 
In order to avoid these two extremes, innovation has to be recognised as a joint 
product of learning. To innovate in the long term, the organisational system and the 
general social economic environment need a common purpose. The centre of the 
spectrum represents a balance of shared interests and rewards, but with the common 
purpose to innovate. If innovation is a joint product of organisational learning, 
organisational innovation stems from a functionally flexible labour; and innovation 
reflects an intertwined process of adaptation and change that arises from a complex 
interaction between individuals, the organisation of activities, management and the 
firm’s economic environment. If innovation is viewed from a functionally flexible 
labour point of view, innovation becomes the purpose of the organisation. It is a 
learned norm, which is transmitted with habits of choice and priorities of activities. 
Therefore, in the workplace, priorities need to be given to activities that encourage 
innovation. Workers need to contribute their ideas, and organisational practices such 
as increased employees’ autonomy in decision making and training foster innovation. 
However, in order to avoid overexposure to specific types of rewards, and so ‘fixed’ 
habits of choice, the organisation need to maintain a balance between workplace and 
social activities and workplace and social rewards. 
 
Conclusion 
This paper extends the literature for innovation management and human resource 
management. It argues for the need to consider habits as an important factor in 
determining the commitment to innovate and the outcome of innovation. Innovation 
reflects a process of learning. Learning is affected by the system of rewards and the 
HRM strategies developed within each organisation and the governments that 
encourage and support such HRM systems. Thus, strategies like workplace practices, 
management policies, and government policies affect the system of rewards, and so, 
learning; thereby contributing to harnessing (or inhibiting) the creation and diffusion 
of innovation.  
The system of rewards helps to create a culture of common values and beliefs 
in every economic, social and political organisation. Innovation, as a learning process, 
is intertwined with these values in terms of how and what to learn to innovate. It can 
be said that innovation is about understanding how the priorities of what needs to be 
learned and how to apply it, in order to innovate, are transmitted. This shifts the 
analysis of innovation on habits of thoughts, on behaviour acquired in the 
organisation, and on the role of the innovative entrepreneur and his/her motivation to 
innovate. In considering the importance of habits some interesting features about the 
process of learning and innovation come to the fore. Habits of behaviour and of 
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thought affect the priority of what needs to be learned. Habits help to adapt. They are 
maintained and reinforced via a system of rewards that can be regulatory or 
deregulatory in strategic approach, or some combination of the two. However, 
rewards influence the process of learning, as they perpetuate values and beliefs of 
what to learn; and so, habits can also hinder adaptation and innovation. 
This paper opens up research questions which should focus on the 
understanding of how learning in the workplace creates habits of behaviour, and so, 
on how to develop strategies for implementing best management practices that create 
a system of rewards which greatly influence innovative behaviour. Habits are at the 
very foundation of innovation. Habits however, embody a double-edged outcome, as 
habits lead to innovation, habits can also hinder innovation. Habits help to adapt and 
to innovate, but they can easily be overloaded by an increased pressure from 
organisational stimuli; and so, habits become customs and traditions which are 
difficult to eradicate. 
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